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eRe 
ICELAND: KEY ECONOMIC INDICATORS 


All values are in US $ million unless otherwise indicated; 1982 
figures are projections. (On Jan. 1, 1981, 100 old Ikr. became 1 new Ikr.) 


% Change 
1980 1981 1982 (est) 1981-1982 (est) 
Exchange Rate U.S.$ = Old Ikr 480 New Ikr 7.26 Ikr 12.20 A/ 68.0 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 2,769.4 2,819.8 2,461.1 -12.5 
Average Labor Prices 

(thousands) B/ 105.9 108.2 103.3 D - 4.0 
Annual Per Capita GNP, Current 

Prices (in dollars) 11,937 .0 12,154.0 10,634.0 -12.5 
Gross Capital Formation, 

Current Prices 766.2 765.0 673.8 -11.9 
Industrial Production Index 

(1970 = 100) 170.8 175.0 - - 
Hourly Wage Index, Year End 

(1971 = 100) 2,707.0 2,859.0 N/A 
Total Fish Catch (1,000 MT) 1,508.8 1,434.5 -43.5 
Avg. Unemployment Rate (%) 0.3 0.4 


MONEY AND PRICES 
Money Supply (Ml and M2 in 
(million Ikr.) E/ 6,480.0 7,378.0 
Cost of Living Index, - 
(%) change (annual) 50.9 61.0 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 
Reserves 158.6 209.6 193.0 F 
Long Term Foreign Debt 942.1 1,038.4 1,060.8 
-Public Sector 613.5 656.1 683.4 
-Financial Institutions 157.0 195.4 193.7 
-Private Sector 171.6 186.9 183.7 
Debt Service Burden G/ 14.1 16.4 23.0 
Total Debt as % of GNP 34.8 37.3 45.0 
Overall Balance of Payments 56.1 60.1 - 
Trade Account (f.0.b.) Balance 31.9 -27.1 -135.6 
Current Account Balance -65.3 -139.2 -257.0 
Exports (f£.0.b.) 931.1 902.8 409.5 H/ 
U.S. Share (%) 21.5 20.8 26.3 H/ 
Imports (c.i.f.) 1,;062.5 1,033.8 515.9 H/ 
U.S. Share c.i.f. (%) 9.3 i 8.6 H/ 


Main imports from United States, 1981 (Quant: metric tons; value: millions 

of dollars, c.i.f.; from Statistical Bureau of Iceland): Automobiles (413 

units) 7.7; tobacco products 439, 7.2; corn and corn products 7,664, 3.7; 

fruit and vegetables 2,623, 3.6; aircraft (17 units) and spare parts, 2.7; 

industrial machinery 4.0; and paper and cardboard 2,405, 2.1. 

Footnotes: 

A/ Annual weighed average estimate E/ M2 includes unblocked savings deposits 

B/ Annual avg. estimate by Wage F/ Effective July 1, 1982 
Investigation Committee G/ As percentage of export earnings 

C/ As of June 1, 1982 H/ January-June 1982 

D/ As of September 1, 1982 oe 





SUMMARY 


The Icelandic economy is suffering a sharp downturn in 1982 as its 
external sector deteriorates. A steep fall in the fish catch, as 
well as shrinking export markets for Icelandic fish products (which 
contribute some 75 percent of the country's foreign exchange 
earnings), have contributed to a wrenching imbalance in the current 
account. The krona fell against the U.S. dollar by 90 percent in 
the first 10 months of 1982. The 1982 inflation rate is projected 
at 60 percent. The year's GNP, in real krona terms, is expected to 
dip by at least 3.5 percent. 


The one bright spot is Iceland's continued ability to maintain full 
employment. As of August 1982, there were only 310 persons 
registered as unemployed, a rate of 0.3 percent. 


Prospects for 1983 are uncertain. Iceland's National Economic 
Institute expects the GNP-to rebound slightly to a net real decline 
of 2.7 percent. This is based on the anticipation of an increased 
fish catch (which would result in increased fish exports) and 
curtailed imports, which would reduce the 1983 current account 
deficit to 6 percent of that year's GNP instead of the 10 percent 
deficit ratio of 1982. Fish stocks for 1983 appear to be 
approximately the same as for 1982. 


The need for domestic belt-tightening appears to be increasingly 
accepted. Private consumption shows signs of tapering off and is 
expected to fall in 1983. Government spending in 1983 is also 
likely to be held down. Total investment (public and private) is 
projected to fall by some 8 percent. 


Despite the gloomy economic projections in the short run, Iceland 
continues to offer a wide range of opportunities for U.S. exporters 
able to deal on the modest scale appropriate to this tiny but 
basically prosperous market. 


American exporters’ competitive position will be strengthened in 
1983 if the average exchange value of the dollar recedes from its 
1982 level. As Iceland moves into the next stage of 
manufacturing/processing/hydropower development, fresh opportunities 
may occur for U.S. investors as well as for exporters of capital 
goods. 


CURRENT ECONOMIC SITUATION AND TRENDS 


PRODUCTION DIPS AS FISH STOCKS DECLINE: The total fish catch during 
January-August fell by 30 percent in volume compared to the same 
period in 1981. Measured at constant prices, the fall in value 
amounts to 16 percent. The estimated volume decline for the entire 
year is 43.5 percent. The capelin catch for the year was almost 
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nonexistent as the stock became depleted. Diminished stocks are the 
main reason for the heavy losses incurred by the oversized trawler 
fleet this year. There has also been a corresponding decline in the 
production of frozen fish products, including cod, in 1982. The 
curing of salted fish has also decreased and stockfish production 
has been much reduced. 


Industrial production has also softened this year. It is presently 
estimated that some 77,000 MT of aluminum were produced in 1982 
compared with 74,000 MT in 1981. However, as aluminum prices are 
down, the value of exports is expected to decline by 17 percent. 
Stocks at the end of the year will probably equal some 40 percent of 
the annual production. There seem to be no prospects for any marked 
improvement in the aluminum market in the immediate future. This 
year's marketing prospects for ferrosilicon are also poor. The 
third leading industrial export, diatomite, appears to be holding 
firm. 


The 1982 forecast for export production as a whole assumes that the 
decline in the fisheries sector will be partly offset by an increase 
in the production of aluminum, ferrosilicon, and diatomite. Other 
exports of manufactured products are not expected to show an 
increase over 1981. Agricultural exports will be greatly reduced as 
Norway, a traditional market for Icelandic lamb, is now 
self-sufficient in that product. Altogether, export production is 
forecast to decline by 11-12 percent in 1982. Export stocks are 
forecast to increase this year despite the fall in production, 


mainly as a result of the difficulties in marketing stockfish in 
Nigeria. (That country has practically suspended its Icelandic 
stockfish purchases as a result of its own balance-of-payments 
difficulties.) Merchandise exports are thus forecast to fall by 
11-12 percent, which is slightly more than the decline in export 
production. 


Mainly as a result of the decline in fisheries production, the 1982 
GNP is expected to fall, in real krona terms, by about 4 percent. 
The terms of trade are also expected to slip by an average of 2 
percent, mainly as a result of the decline in the world price of 
aluminum. 


CURRENT ACCOUNT DETERIORATES: The trade deficit for the first 7 
months of 1982 came to $98 million (imports/exports calculated at 
f.0.b. value) while at the corresponding time last year the trade 
account balanced. Merchandise exports during the same period are 
13.4 percent lower than in the same period in 1981. Of the greatest 
importance is the 16 percent contraction in the exports of fish 
products. The constant exchange rate value of merchandise imports 
for this period was 7 percent above the figure for the same period 
last year. The foreign currency value of special imports of 





callin 


intermediate and raw material goods for the power intensive industry 
fell quite sharply. General merchandise imports, excluding oil, 
were 12 percent greater than in the same period in 1981. On the 
other hand, oil imports fell by 13 percent. The National Economic 
Institute's forecasts for 1982 envisage a 12.5 percent volume 
reduction in merchandise exports and a nearly 2 percent contraction 
in merchandise — Imports of general merchandise are forecast 
to decline by 1.5 percent in real terms. Oil imports are expected 
to fall by 7 percent, but non-oil imports are expected to be similar 
in real value terms to those in 1981. Special merchandise imports 
are forecast to decline by about 5 percent in real terms. 
Accordingly, a $135 million balance-of-trade deficit for the year is 
forecast on an f.0.b. basis. Thus the trade deficit would equal 
some 5 percent of GNP. For the service balance a similar deficit is 
forecast. The balance of goods and services is, therefore, forecast 
to show a deficit of about $257 million in 1982. This equals about 
10.5 percent of GNP as compared with the current deficit of 4.9 
percent in 1981. 


THE KRONA TAKES A BEATING: To ensure external balance, the 
Government has relied on frequent marginal changes in the exchange 
value of the krona and on steeper devaluation as needed. As of 
October 20, 1982, the krona had depreciated by 93 percent during the 
year, from a value of 8.16 to the U.S. dollar, to 15.80. The trade- 
and payments-weighed average price of all foreign currency was 65 
percent higher than at the end of 1981. Although most of the 
decline in the value of the krona was gradual, there was a 13 
percent devaluation in August. 


FULL EMPLOYMENT AND INCOMES POLICY KEEP WAGES HIGH, ALONG WITH 
INFLATION: Iceland's incomes policy, with its core of administered 
price controls and automatic wage indexation to price changes, has 
traditionally compensated wage earners for more than 80 percent of 
the cost-of-living index increase. In addition, a 4 percent 
across-the-board wage hike was negotiated on June 30. However, the 
present Government has committed itself to a review of the wage 
indexation system. As a result, automatic adjustments may be lower 
in the future. For this year, the cost-of-living index is estimated 
to rise by some 60 percent. The actual increase between August 1981 
and August 1982 was 49.5 percent. 


Employment has remained at peak levels. However, as a result of 
decline in fisheries-related activity, working hours have been 
reduced. Layoffs may follow in the absence of an upturn in that 
sector. 


GOVERNMENT ECONOMIC MEASURES, 1982: In view of the adverse economic 
developments in the course of 1982, the Government on August 23 
implemented an emergency economic package to reduce the inflationary 
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spiral, ease the balance of payments, and shore up depressed sectors 
of the economy. Its main features included the devaluation of the 
krona by 13 percent against the U.S. dollar, a reduction in the 
scheduled December wage increase (linked to indexation) to 8-9 
percent from the previously estimated 16-18 percent, an allocation 
of about $4.5 million for transfer payments to low income groups, a 
reallocation to the trawler operators of one-half of the foreign 
exchange appreciation of export inventories of fish, a reduction of 
the maximum percentage allowed for markups on imported goods, a 
temporary increase (until February 1983) in the special excise tax 
on domestic and imported goods, and an increase in the number of 
commodities subject to excise taxes. The Government also outlined 
several further measures that are to be implemented in the future, 
including revising the indexation system, banning the importation of 
fishing vessels for 2 years, reducing agricultural export subsidies; 
reducing meat (lamb) production, reducing fixed investment in order 
to limit the need for foreign borrowing, allocating an additional 
$16 million for transfer payments to the needy, and increasing 
housing subsidies by about $7.7 million in 1982 and 1983. The 
economic measures are subject to ratification by the Icelandic 
Parliament (Althing). It has yet to vote on the issue. 


IMPLICATIONS FOR THE UNITED STATES: Imports from the United States 
are estimated to rise from 7.8 percent of the total imports in 1981 
to 8.6 percent in 1982. During the first 8 months of 1982, about 
$54 million worth of American goods were imported as compared to $50 
million during the corresponding period in 1981. 


Although recent consumer demand may settle and the market may 
tighten as a result of the Government's anti-inflationary measures, 
this should not affect the U.S. market share, especially if the U.S. 
dollar does not appreciate out of proportion to other trading 
currencies. The immediate outlook is for slow expansion in this 
small (total population 232,000) but relatively rich market where 
the per capita disposable income is expected to remain in the 
$10,000 range. 


With its one-crop (fish) economy and limited natural resources, 
virtually all consumer and manufactured goods must be imported. In 
1981, about 65 percent of all imports came from the EFTA/EC member 
countries. Many categories of goods from this area enjoy tariff 
advantages over comparable U.S. products. American exporters also 
face obstacles such as the currently strong dollar vis-a-vis 
European currencies, higher ocean freight rates between the United 
States and Iceland than between Europe and Iceland, and less 
frequent air service by Icelandair with the United States than with 
Europe. As a result of these factors, a more rapid growth of 
American imports to Iceland could not materialize. Nevertheless, 
many American goods are price competitive, have a high reputation 
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for quality, and sell well on the Icelandic markets. American 
exporters would enhance their competitive position by accepting the 
need to do business on the modest scale appropriate to this tiny but 
prosperous market. Also, it is strongly recommended to transact 
business directly from the United States and not through 
representatives or subsidiaries in Europe. The latter practice is 
perceived negatively as showing insufficient sensitivity for 
Icelandic nationalism, and as increasing costs. Granting favorable 
credit terms (non-L/Cs) to reputable firms is also important, as 
local bank interest rates exceed 40 percent. 


BEST PROSPECTS FOR U.S. EXPORTERS: U.S. exports of tobacco 
products, corn, wheat, flour, cereals, and fruit and vegetables are 
continuing strong in 1982. Wine sales have also picked up. 

American auto sales slipped for the second year in a row in the face 
of customer preference for smaller, more fuel-efficient vehicles. 
The market for new and used light aircraft has been expanding in 
recent years, and virtually all such imported planes are of American 
manufacture. Raw materials and consumer and industrial goods show 
success and promise in various fields including lumber, nonferrous 
metals, miscellaneous industrial and electrical (220 volts) 
machinery for manufacturing wood and metal products, heavy 
construction machinery, computers and peripherals and office 
machines, steel pipes, electric and other hand tools, marine 
navigational and fish detection equipment, electric household 
appliances, knock-down wooden furniture, textiles, fabrics, and 
yarn, fashion and casual apparel, the latest in medical equipment 
and instruments, winter and other sports equipment and apparel, 
paper and rubber manufactures, and canned and frozen non-meat foods. 


Iceland is forging ahead with a plan to further tap its vast 
hydroelectric power potential. This sector should be watched by 
U.S. firms for various export opportunities in services and goods 
such as turbines and relevant equipment. In the long term, these 
developments may offer opportunities for U.S. investors in 
power-intensive processing industries to be built in conjunction 
with such new power plants. U.S. investors should be prepared under 
most circumstances to accept minority ownership in joint ventures in 
keeping with local preferences. 


% U. S. GOVERNMENT PRINTING OFFICE : 1983—381-007/71 











